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PART I
ITEM 1. BUSINESS.
GENERAL
New Visual Corporation ("New Visual," the "Company," "we," "our" or
"us") 1is developing advanced transmission technology to enable data to be

transmitted across copper telephone wire at speeds and over distances that
exceed those offered by industry-leading DSL technology providers. We intend to
market this breakthrough technology to leading equipment makers in the
telecommunications industry. Our technology is designed to dramatically increase
the capacity of the copper telephone network, allowing telephone companies to
provide enhanced video, data and voice services over the existing copper
telecommunications infrastructure.

Through our NV Technology, Inc. subsidiary ("NV Technology"), we intend
to design, develop, manufacture and license semiconductor products based upon
our technology. We believe that products using this technology will have a
significant advantage over existing broadband technologies, such as digital
subscriber line ("DSL"), by providing faster transmission speed capability and
by increasing the transmission distance capability.

During the 2000 fiscal year, we entered into a joint venture to produce
a feature length, surfing adventure film for mainstream theatrical release. The
film, entitled STEP INTO LIQUID, has been completed and is being shown to
distributors.

Our executive offices are located at 5920 Friars Road, Suite 104, San
Diego, California, and our telephone number at that address is (619) 692-0333.

OUR TELECOMMUNICATIONS BUSINESS
THE BROADBAND BOTTLENECK

The great, unfinished task of the telecom industry is to fill the "last
mile" gap that prevents businesses and consumers from enjoying the benefit of
the global, high-speed data backbone. The gap occurs where the low-speed
capacity of local loop telephone networks meets the demand for high-speed
services. Ninety-three percent of business buildings, for example, are unable to
get high-speed data services because the facilities that underlay them are
copper wires.

Filling the "last mile" gap with fiber is prohibitively expensive, so
New Visual has developed a silicon-based strategy, best described as "Fiber
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Avoidance" - if a wireline carrier can avoid deploying fiber optics in
delivering fiber-like services, that carrier can increase its return on assets
in a dramatic way. The value proposition of New Visual can best be summarized as
a solution that will allow service providers to send digital information farther
and faster, utilizing a low-cost implementation/deployment strategy that
leverages the existing copper infrastructure.

New Visual's products will address critical gaps in the access portion
of the network at attractive prices for telecom companies anxious to save money
and increase profits. By utilizing the existing copper wire infrastructure, our
products are intended to enable telecom companies to sell high-margin services
and deliver bandwidth-hungry multimedia applications, such as video, voice, and
data, which otherwise would be unavailable without extraordinary capital
outlays.

WORLDWIDE DEMAND CONTINUES TO GROW

There are approximately one billion copper loops in the world today.
Two hundred million are in the United States. Europe and Southeast Asia, with
their high levels of teledensity, comprise most of the rest. A remarkable
feature of these lines is that they are being retrofitted to support broadband
data transmission at a quick pace. This retrofit activity is being performed by
the world's telephone operating companies in response to demand from end-user
businesses and residences for new services like high-speed data, virtual private
network, voice over Internet protocol, Internet access, video conferencing, and
cable company-like video delivery. These services typically yield higher margins
to the telephone companies than do voice services. For this reason, we believe
telephone companies will be receptive to offers from new semiconductor companies
like New Visual.

We are developing layer-one, integrated circuit-based solutions to
address the specific needs of both business class and residential markets. We
are entering the market at a time when many companies are promoting solutions to
enable broadband communications over the local loop, such as the various digital
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subscriber line technologies. Still others are sponsoring alternative means for
providing high-speed data communications such as wireless, satellite, fiber
optic and cable modem technologies. We believe the worldwide market for
high-speed communications is growing so quickly that all of these alternative
access technologies can grow while we are also establishing our access
technology.

NEW VISUAL'S "FIBER AVOIDANCE" STRATEGY

Wireline carriers around the world are experiencing high demand for
data-intensive transmission services from enterprises. These services such as
Tl, Frame Relay, ATM Managed Services, Gigabit Ethernet, and other private line
services, are delivered across T1, E1, Tl IMA, N X Tl, DS3, E3 and other
transmission protocols. While Tl and El1 can be used to reach the buildings that
are off the fiber ring, these protocols are limited by copper pair's low speed,
high costs, maintenance costs, and poor utilization.

Much has been made in recent years about the benefits of trenching
fiber to every building, but the reality is that it is financially feasible for
only the largest buildings. Telephone companies find that it is extremely
expensive and impractical to replace the existing copper wire infrastructure
with fiber optic technology to 90% of the offices. New fiber costs $500-$1000
per foot to install, and some municipalities have begun prohibiting new
trenching, making it impossible to start new upgrade projects. Other solutions
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to enable broadband communications, such as wireless, satellite, and cable modem
network technologies, often suffer from poor performance, high deployment costs,
and lack of mass marketability. Most importantly, these technologies fail to
allow the telephone companies to leverage their existing investment in the
copper plant.

New Visual's integrated circuits are being designed to increase the
capacity and range of high-speed services on the existing copper network,
enabling telephone network operators to increase their offering of services and
reduce the cost of network upgrades. Worldwide, this network contains over 950
million copper lines, and currently delivers most of the world's telephone
traffic and broadband access. If service providers can leverage this huge
existing infrastructure, they can avoid the high costs and slow deployments
associated with replacing the local loop with fiber.

NV TECHNOLOGY'S SOLUTION

We are developing an advanced transmission technology to enable data to
be transmitted across copper telephone wire at faster speeds and over greater
distances than is presently offered by leading DSL technology providers. Our
technology, using the internal name Embarqg(TM), offers significant improvements
over existing technologies by optimizing the bandwidth used and taking advantage
of dynamic changes in the available signal to noise ratio ("SNR"). Bandwidth is
maximized by dynamically operating as close as possible to the available
bandwidth, specifically by taking advantage of dynamic improvements in the SNR.
Telephone wiring has a static, known function of attenuation versus frequency,
while there are dynamic characteristics that present both significant and
exploitable dynamic changes during transmission. The NV Technology solution
takes advantage of these exploitable characteristics, resulting in dramatically
improved achievable throughput.

We intend to develop core technology and chip level solutions to be
licensed or sold to equipment makers that serve the following markets:

[¢) SMALL-TO-MID-SIZED ENTERPRISES ("SMES"): defined as a direct
connection between a small business (20-500 employees) and the
telephone central office, including those businesses that
currently subscribe for T1l, Multiple T1l, or DS3 services.
Today, for example, local exchange carriers ("LECs") mostly
serve their DS3 (45Mbps) customers with coaxial cables that
are limited to 500 ft. in distance from the customer to the
source of the DS3 signal (typically a fiber optic terminal).
For a business in a building that is not on a fiber ring, the
LEC must determine if the customer is over 500 ft. from an
existing fiber optic terminal. If the distance is over 500
ft., the Telco must trench fiber to the building and place
fiber optic terminals. This capital expense renders the DS3
line unprofitable for the first 18 months of service.

o MXU (MTU, MDU, MHU): defined to include multi-tenant units,
multi-dwelling units, and multi-hotel units, in which a
multiplexer unit in the building serves bandwidth to multiple
users under the management of a service provider or the owner
of the building. Today, LECs serve their densest customer
locations with unshielded twisted pair copper (UTP) wire that
typically runs directly back to the wire center. LECs have
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tested a number of new technologies that would enable them to
serve MDUs and MTUs with network elements placed in the
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LEC-owned wiring closet in the building. A common downfall
associated with all of these competing solutions is the
placement of fiber optics.

o REMOTE TERMINAL/FEEDER: defined as the connection between a
telephone central office and remote cabinets such as an RT,
DSLAM, SLC, or DLC. Today, phone companies (i.e., Local
Exchange Carriers or LECs) serve 30% of their UTP wires with
digital loop carriers. These network elements communicate with
the serving wire center, or central office, via digital
trunks. All of the physical layer technologies for these
trunks have drawbacks that frequently cause the LEC to spend
scarce capital dollars needlessly.

o RESIDENTIAL: defined as the home broadband (high-speed access)
consumers.

We believe that products based upon our technology will enable
providers of broadband services to these markets to:

[¢) ENHANCE THEIR OFFERING OF CONVERGENT SERVICES. We believe that
deployment of our technology would permit the transmission of
television, telephone and Internet access services over
existing telephone lines to a large number of consumers.

o REACH MORE CUSTOMERS. The technology could permit service
providers such as telephone companies and other DSL providers
to reach more customers as a result of the extended range of
their data transmissions. For example, VDSL services are
presently unavailable to a large number of potential
residential and business class consumers that reside more than
1,000 feet at 52Mbps or 13Mbps at 4,500 feet from the central
office. Similarly, while standard ADSL services have a range
of 12,000 feet-18,000 feet, capacity decreases the farther the
end user is from the central office.

o LOWER COSTS BY USING EXISTING INFRASTRUCTURE. By deploying
products built upon our technology, we believe that service
providers will be able to reduce their technology investment
and shorten the length of time it takes to recover initial
capital outlay. Because our technology will increase the range
of transmission over copper, providers could provide enhanced
broadband services to larger markets, yet continue to utilize
the existing copper infrastructure and existing technologies.

OUR BUSINESS STRATEGY

Our objective is to initially deploy our technology in the SME, MxU and
Remote Terminal/Feeder business markets, and to subsequently expand into the
Residential market. We believe business class markets offer the nearest revenue
opportunity for commercial applications of our technology because:

o many businesses already have existing applications that
require greater bandwidth,

o businesses have demonstrated the ability and willingness to
pay for premium broadband services,

o spending by the business class markets significantly exceeds
spending by the residential market, and is projected to
continue to do so for the foreseeable future, and
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o the return on investment for service providers is a more
attractive model (e.g., lower cost of deployment and customer
acquisition vs. revenue).

Residential broadband demand and DSL deployment is increasing rapidly, however,
and we intend to deploy our technology in the Residential market as that market
matures and new applications continue to drive demand for greater bandwidth.

We believe that the most prudent strategy for deploying our technology
will involve licensing, equipment sales in the form of evaluation units for
field trials, and integrated circuit ("IC") sales in the form of Application
Specific Integrated Circuits ("ASICs"). We intend to ultimately produce a small,
inexpensive chipset design that can be mass-produced with a high degree of
economic reliability. We expect to benefit from the following revenue models:

o joint venture manufacturing relationships with equipment
makers and/or chip makers;

o manufacture and sale of ICs; and/or
o licensing our IC "recipe" to chip makers.

Out of these models, we anticipate future revenues will take the form of license
fees and royalty payments, development and support fees, and product sales of
ASICs.

COMPETITION

The market for high-speed telecommunications products is highly
competitive, and we expect that it will become increasingly competitive in the
future. Our potential competitors consist of some of the largest, most
successful domestic and international telecommunications companies, such as
Broadcom, Metalink, GlobespanVirata, Intel, and Texas Instruments and other
companies with well-established reputations in the broadband telecommunications
industry, such as Infineon Technologies. These and our other potential
competitors possess substantially greater name recognition, financial, sales and
marketing, manufacturing, technical, personnel, and other resources than we
have. These competitors may also have pre-existing relationships with our
customers or potential customers. These competitors may compete effectively with
us because in addition to the above-listed factors, they more quickly introduce
new technologies, more rapidly or effectively address customer requirements or
devote greater resources to the promotion and sale of their products than we do.
Further, in the event of a manufacturing capacity shortage, these competitors
may be able to manufacture products when we are unable to do so.

We believe we will be able to compete with these companies because our
products will provide advantages not otherwise available, most notably the
ability to significantly increase the speed and extend the range of broadband
transmission over copper telephone wire. It 1is therefore possible that our
products will enhance the broadband solutions of some of our competitors, and
that these competitors could become our customers or business partners.

Although we believe we will be able to compete based on the special
features of our products, our products will incorporate new concepts and may not
be successful even if they are superior to those of our competitors. In addition
to facing competition from providers of DSL-based products, our products will
compete with products using other broadband technologies, such as cable modems,
wireless, satellite and fiber optic telecommunications technology. Commercial
acceptance of any one of these competing solutions could decrease demand for our
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products.

We also face competition from new technologies that are currently under
development that may result in new competitors entering the market with products
that may make ours obsolete. We cannot entirely predict the competitive impact
of these new technologies and competitors.

MANUFACTURING AND SUPPLIERS

We intend to contract with third party manufacturers to produce our
products and will rely on third party suppliers to obtain the raw materials
essential to our products' production. Manufacturing our products will be a
complex process and we cannot assure you that we will not experience production
problems or delays. Any interruption in operations could materially and
adversely affect our business and operating results.

There may be a limited number of suppliers of some of the components
necessary for the manufacture of our products. The reliance on a limited number
of suppliers, particularly if such suppliers are foreign, poses several risks,
including a potential inability to obtain an adequate supply of required
components and reduced control over pricing, quality and timely delivery of
components. We cannot assure you that we will be able to obtain adequate
supplies of raw materials. Certain key components of our products may involve
long lead times, and in the event of an unanticipated increase in the demand for
our products, we could be unable to manufacture certain products in a quantity
sufficient to satisfy potential demand. If we cannot obtain adequate deliveries
of key components, we may be unable to ship products on a timely basis. Delays
in shipment could damage our relationships with customers and could harm our
business and operating results.

GOVERNMENT REGULATION

The telecommunications industry is subject to extensive regulation by
federal and state agencies, including the Federal Communications Commission, or
FCC, and various state public utility and service commissions. There are some
regulations at present that have been interpreted by our target customers as
discouraging to the technical innovations that we are bringing to market, though
we do not believe this to be the case. Further, regulations affecting the
availability of broadband access services generally, the terms under which
telecommunications service providers conduct their business, and the competitive
environment among service providers, for example, could have a negative impact
on our business.

OUR LEGACY FILM PRODUCTION BUSINESS

From 1996 through February 1999, our business focused on the production
and distribution of 3-D films for special venue markets, such as theme parks,
amusement parks, family entertainment centers and casinos. In April 2000, we
entered into a joint venture with Dana Brown, Bruce Brown, and John-Paul Beeghly
to produce a feature length, surfing adventure film for mainstream theatrical
release. The film is titled "STEP INTO LIQUID" and was written, produced and
directed by Dana Brown, Bruce Brown and John-Paul Beeghly. STEP INTO LIQUID
continues the tradition of Academy Award-nominated director Bruce Brown's
classic surf documentary film, ENDLESS SUMMER, which is the second highest
grossing documentary film of all time, and Bruce and Dana Brown's mainstream
sequel, ENDLESS SUMMER 2. Bruce Brown is one of our directors.

STEP INTO LIQUID features over 50 surfers from around the world,
including long-board legends, short-board pros, aerial fanatics, tow-in heroics,
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hydro-foil gliders, and supertanker sliders. The film tells tales from local
shores to far away lands —-- from Wisconsin to Rapa Nui, Costa Rica to Ireland,
Texas to Hawaii, Vietnam to San Onofre, Western Australia to Tahiti, and Japan
to the Cortez Banks. The film is complete and is currently being shown to
distributors.

Under the terms of our joint venture, we agreed to finance the
production of the film for up to $2,250,000. Upon its release, we will receive
all revenues generated by the film until we recover 100% of our initial
investment. After we recoup our investment in the venture, 50% of the net
profits generated by the film will be paid to us.

OUR EMPLOYEES

We currently have four full-time employees and three part-time
employees. We may, from time to time, supplement our regular work force as
necessary with temporary and contract personnel. None of our employees are
represented by a labor union. We believe we have a good relationship with our
employees.

A NOTE ABOUT FORWARD-LOOKING STATEMENTS

This report (including the foregoing "Business" section and the section
below entitled "Management's Discussion and Analysis of Financial Condition and
Results of Operations") contains forward-looking statements that involve risks
and uncertainties. You should exercise extreme caution with respect to all
forward looking statements contained in this report. Specifically, the following
statements are forward-looking:

o statements regarding our overall strategy for developing and
deploying our technology, including, without limitation our
intended markets and future projects;

o statements regarding our research and development efforts;

o statements regarding the plans and objectives of our
management for future operations, the production of products
incorporating our technology and the size and nature of the
costs we expect to incur and the people and services we may
employ;

o statements regarding the future of broadband communications
and opportunities therein, our competition or regulations that
may affect us;
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o statements regarding our ability to compete with third
parties;
o any statements using the words "anticipate," "believe,"
"estimate," "expect," "intend," and similar words; and
o any statements other than historical fact.

We believe that it is important to communicate our future expectations
to our shareholders. Forward-looking statements reflect the current view of
management with respect to future events and are subject to numerous risks,
uncertainties and assumptions, including, without limitation, the factors listed
in "Risks Associated with Our Business." Although we believe that the
expectations reflected in such forward-looking statements are reasonable, we can
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give no assurance that such expectations will prove to be correct. Should any
one or more of these or other risks or uncertainties materialize or should any
underlying assumptions prove incorrect, actual results are likely to vary
materially from those described in this report. There can be no assurance that
the projected results will occur, that these judgments or assumptions will prove
correct or that unforeseen developments will not occur.

ITEM 2. PROPERTIES.

Our corporate headquarters are located at 5920 Friars Road, Suite 104,
San Diego, California. This property is occupied under a five-year lease that
commenced on February 1, 2000. We believe that this space will meet our needs
for at least the next 12 months.

We also lease space for our wholly-owned subsidiary, NV Technology,
Inc. in Pleasanton, California. This property is located at 1024 Serpentine
Lane, Pleasanton, California and includes 2,251 square feet of research and
development space, which was previously utilized by our consultants. This
property is occupied under a lease that commenced on May 4, 2001 and which was
amended on September 12, 2001. The lease expires on May 31, 2004. We are
currently trying to find a subtenant for this property.

ITEM 3. LEGAL PROCEEDINGS.

On August 2, 2002, a lawsuit was filed in California Superior Court in
Santa Clara County against New Visual Corporation and NV Technology, by Brad
Lundahl (d/b/a Lundahl Engineering) alleging that we breached a contract for
consulting services entered into between us and Mr. Lundahl in July 2000, by
failing to pay Mr. Lundahl for his services as provided under the agreement. The
lawsuit sought to compel arbitration based upon a provision mandating
arbitration contained in the contract in question. We have agreed to arbitrate
this matter. The amount in controversy is not stipulated in the lawsuit. We do
not believe the outcome of this arbitration will have a material impact on our
financial condition, results of operations, business or prospects.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.

There were no matters submitted to a vote of security holders during
the three months ended October 31, 2002.

PART II

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED STOCKHOLDER
MATTERS.

Our common stock is currently traded on the Nasdag Stock Market's
over—-the-counter bulletin board (the "OTC Bulletin Board") under the trading
symbol "NVEI."

The following table shows the quarterly high and low bid prices and
high and low ask prices for our common stock over the last three fiscal years,
as reported on the OTC Bulletin Board. The prices represent quotations by
dealers without adjustments for retail mark-ups, mark-downs or commission and
may not represent actual transactions. All prices have been adjusted to give
effect to the 1-for-4 reverse stock split we effected in June 2000.
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HIGH LOW

NOVEMBER 2001 THROUGH OCTOBER 2002

First Quarter S .73 S .30 $

Second Quarter 1.79 .33

Third Quarter 1.35 .74

Fourth Quarter .90 .35
NOVEMBER 2000 THROUGH OCTOBER 2001

First Quarter S 7.38 S 2.25 S

Second Quarter 6.44 2.34

Third Quarter 3.62 .97

Fourth Quarter 1.50 .34
NOVEMBER 1999 THROUGH OCTOBER 2000

First Quarter S 3.69 S .63 $

Second Quarter 30.88 2.69

Third Quarter 19.75 5.63

Fourth Quarter 13.56 6.88

HOLDERS

As of January 23, 2003 the approximate number of record holders of our
Common Stock was 893, an undetermined number of which represent more than one
individual participant in securities positions with us.

DIVIDENDS

We have not declared or paid any cash dividends on our capital stock
and do not anticipate paying any cash dividends on our capital stock in the
foreseeable future. Payment of dividends on the common stock is within the
discretion of our Board of Directors. The Board currently intends to retain
future earnings, if any, to finance our business operations and fund the
development and growth of our business. The declaration of dividends in the
future will depend upon our earnings, capital requirements, financial condition,
and other factors deemed relevant by the Board.

RECENT SALES OF UNREGISTERED SECURITIES

During our past two fiscal years, we sold unregistered securities and
issued unregistered securities in consideration for services rendered and in
connection with acquisitions as described in Note 12 to our audited Consolidated
Financial Statements appearing in this report.

We have disclosed sales of unregistered securities in our prior filings
with the Commission, including our quarterly reports for fiscal year 2002.
During the fourth quarter of 2002, we issued the following unregistered
securities:

In August 2002, we:

o sold 75,000 shares of common stock to one investor for total
proceeds of $45,000; and

o issued an aggregate of $35,000 principal amount of convertible
promissory notes to four investors, which may be converted
into shares of our common stock at conversion prices ranging
from $.70 to $.82.

In September 2002, we:
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o sold an aggregate of 239,000 shares of common stock to two
investors for total proceeds of $157,000;

o issued an aggregate of $176,000 principal amount of
convertible promissory notes to seven investors, which notes
are convertible into shares of our common stock at conversion
prices ranging from $.42 to $.70;

o issued an aggregate of 104,484 shares of common stock upon
conversion of convertible promissory notes held by two
investors, resulting in the cancellation of $69,000 in
principal and interest that would have been outstanding under
the notes;

o issued 150,000 shares of common stock valued at $96,000 for
consulting services; and

o issued 50,000 shares of common stock to an executive officer
in lieu of $30,000 of compensation owed to the officer.

In October 2002, we:

o issued an aggregate of $76,500 principal amount of convertible
promissory notes to four investors, which notes are
convertible into shares of our common stock at a conversion
price of $.42; and

o issued 151,786 shares of common stock upon conversion of two
convertible promissory notes held by one investor, resulting
in the cancellation of $75,000 in principal and interest that
would have been outstanding under the notes.

Following the year ended October 31, 2002, we have issued the following
unregistered securities:

In November 2002, we:

o issued an aggregate of $85,000 principal amount of convertible
promissory notes to two investors, which notes are convertible
into shares of our common stock at a conversion price of $.39;

o issued 96,612 shares of common stock upon conversion of
convertible promissory notes to held by three investors,
resulting in the cancellation of $48,000 in principal and
interest that would have been outstanding under the notes;

o sold an aggregate of 166,667 shares of common stock to five
investors for total proceeds of $42,500;

o issued 32,258 shares of common stock to an executive officer
in lieu of $20,000 in compensation owed to the officer;

o issued 300,000 shares of common stock to a company valued at
$144,000 pursuant to a contractual arrangement; and

o sold 183,179 shares of common stock to a "non-US Person" (as
such term is defined in Regulation S of the Securities Act of
1933) for total proceeds of $27,164.
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In December 2002, we:

o issued 379,121 shares of common stock upon conversion of two
convertible promissory notes held by one investor, resulting
in the cancellation of $150,000 in principal and interest that
would have been outstanding under the notes;

o sold an aggregate of 367,135 shares of common stock to 13
investors for total proceeds of $98,740;

o issued 56,452 shares of common stock to a director and former
officer of the Company in lieu of $35,000 in compensation owed
to the former officer;

o issued 25,000 shares of common stock valued at $15,750 to an
individual for past services rendered to the Company; and

o issued 1,180,454 shares of common stock to a "non-US Person"
(as such term is defined in Regulation S under the Securities
Act of 1933) for total proceeds of $181,038.

In January 2003, we:
o sold an aggregate of 1,862,878 shares of common stock to 10

investors for total proceeds of $467,505, of which $337,535
were received in 2002;

o issued 46,875 shares of common stock to our vice chairman in
lieu of $30,000 of deferred compensation owed to the director;
and

o sold 638,683 shares of common stock to a "non-US Person" (as

such term is defined in Regulation S under the Securities Act
of 1933) for total proceeds of $109,573.

All of the securities issued in the transactions described above were
issued without registration under the Securities Act in reliance upon the
exemption provided in Section 4(2) of the Securities Act or Regulation S under
such Securities Act. Except with respect to securities sold under Regulation S,
the recipients of securities in each such transaction acquired the securities
for investment only and not with a view to or for sale in connection with any
distribution thereof. Appropriate legends were affixed to the share certificates
issued in all of the above transactions. The Company believes the recipients
were all "accredited investors" within the meaning of Rule 501 (a) of Regulation
D under the Securities Act, or had such knowledge and experience in financial
and business matters as to be able to evaluate the merits and risks of an
investment in its common stock. All recipients had adequate access, through
their relationships with the Company and its officers and directors, to
information about the Company. None of the transactions described above involved
general solicitation or advertising.

ITEM 6. SELECTED FINANCIAL DATA.

The selected consolidated financial data set forth below for the five
years in the period ended October 31, 2002 has been derived from the Company's
audited consolidated financial statements. This information should be read in
conjunction with the audited consolidated financial statements and notes
thereto.
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YEAR ENDED OCTOBER 31,

2002 2001 2000

STATEMENT OF OPERATIONS DATA:

Revenues S - S - S 12,200 S
Cost of sales —— —— 21,403
Selling, general and administrative 3,585,253 4,086,795 2,041,942

expenses

Total operating expenses 7,313,472 9,492,584 12,301,869
Net loss (9,467,123) (11,875,915) (12,725,316)

Basic and diluted net loss per share (.23) (.46) (.59)
Weighted average number of common 41,861,295 25,988,990 21,579,916

shares outstanding

BALANCE SHEET DATA AT PERIOD-END:

Current assets S 323,259 S 560,109 S 247,024 S
Property and equipment, net 64,533 284,896 393,787
Projects under development 2,178,831 1,912,650 638,707

Total assets 8,332,302 2,791,297 1,432,662
Accounts payable and accrued expenses 2,247,698 1,435,024 446,921

Total liabilities 4,907,605 2,306,910 1,203,807
Redeemable Series B Preferred Stock 3,192,000 —— -

Total stockholders' equity (deficit) 232,697 484,387 228,855

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATION.

The following discussion should be read in conjunction with our
Financial Statements appearing on pages F-1 through F-46 of this report.
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RESULTS OF OPERATION

COMPARISON OF THE YEAR ENDED OCTOBER 31, 2002 AND THE YEAR ENDED OCTOBER 31,
2001

REVENUES. Revenues for the fiscal years ended October 31, 2002 and
October 31, 2001 were $0.

OPERATING EXPENSES. Operating expenses included research and
development expenses, compensatory element of stock issuances, selling, general
and administrative expenses and the costs of settlement of litigation. Total
operating expenses decreased to approximately $7,313,000 for fiscal 2002 from
approximately $9,493,000 for fiscal 2001. The decrease was principally related
to reductions in general and administrative expenses. Compensatory element of
stock issuances for general and administrative expenses decreased from
approximately $3,559,000 to approximately $2,459,000 and selling, general and
administrative expenses decreased from approximately $4,087,000 to approximately
$3,556,000 as general and administrative costs associated with our Pleasanton
office were significantly reduced in the fourth quarter of fiscal 2001. Research
and development expenses increased to approximately $1,299,000 in fiscal 2002
from approximately $839,000 in fiscal 2001. During the second quarter of the
2001 fiscal period, 250,000 shares of common stock valued at $1,000,000 were
issued in connection with certain disputes arising from a non-consummated merger
between New Visual Corporation and Astounding.com, Inc. There was no similar

13
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event during the 2002 fiscal period.

OTHER EXPENSES. Other expenses included amortization of unearned
financing costs and interest expense. Total other expenses decreased from
approximately $2,383,000 in fiscal 2001 to approximately $2,154,000 in fiscal
2002. Interest expense increased from approximately $337,000 in fiscal 2001 to
approximately $1,036,000 in fiscal 2002, primarily resulting from the interest
component of convertible notes payable issued during the fiscal year ended
October 31, 2002. In addition, several of these convertible notes were
convertible into common stock at a conversion rate lower than the market price
of our common stock at the time of issuance of the notes. As a result, there was
an additional charge to amortization of unearned financing costs of
approximately $654,000. The increases in these expenses were offset by a
reduction in the costs of amortization of unearned financing costs of
approximately $322,000 in connection with a long-term debt financing
arrangement. During the year ended October, 31, 2001 the Company paid down
long-term debt in connection with this financing arrangement amounting to
$500,000.

NET LOSS. The Company's net loss was approximately $9,467,000, or $0.23
per common share, for the fiscal year ended October 31, 2002, a decrease from
the net loss of approximately $11,876,000, or $0.46 per common share, for the
fiscal year ended October 31, 2001.

COMPARISON OF THE YEAR ENDED OCTOBER 31, 2001 AND THE YEAR ENDED OCTOBER 31,
2000

REVENUES. Revenues for the fiscal year ended October 31, 2001 were $O0.
Revenues for the fiscal year ended October 31, 2000 were approximately $12,200,
and were derived from the Company's Impact Multimedia, Inc. subsidiary.

OPERATING EXPENSES. Operating expenses included the compensatory
element of stock issuances, research and development expenses, the acquisition
of in-process research and development expenses, the write-down of project
costs, selling, general and administrative expenses, and the costs of litigation
settlement. Total operating expenses decreased to approximately $9,493,000 for
fiscal 2001, from approximately $12,302,000 for fiscal 2000. The compensatory
element of stock issuances increased from approximately $3,259,000 in fiscal
2000 to approximately $3,559,000 in fiscal 2001. Selling, general and
administrative expenses increased from approximately $2,042,000 in fiscal 2000
to approximately $4,087,000 in fiscal 2001. Both of these increases resulted
from significant increases in technology development activities and increases in
administrative infrastructure largely associated with the acquisitions of New
Wheel Technology, Inc. and Impact Multimedia, Inc. during fiscal 2000. In fiscal
2000, the Company realized a $6,000,000 charge to earnings for acquired
in-process research and development costs connected with its acquisition of New
Wheel Technology, Inc. During the second quarter of the 2001 fiscal period,
250,000 shares of common stock valued at $1,000,000 were issued in connection
with certain disputes arising from a non-consummated merger between New Visual
Corporation and Astounding.com, Inc. There was no similar event during the 2000
fiscal period.

The acquired in-process research and development costs in fiscal 2000
were associated with the acquisitions of New Wheel and Impact Multimedia, and

represent the value of the common stock issued in connection with the

11

acquisitions. The acquisition of Impact Multimedia was in exchange for 12,500
shares of common stock valued at $50,000. The acquisition of New Wheel included
3,000,000 shares of restricted common stock, wvalued at $6,000,000.
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OTHER EXPENSES. Other expenses increased from approximately $436,000 in
fiscal 2000 to approximately $2,383,000 in fiscal 2001. In fiscal 2000 other
expenses included interest expense of approximately $19,000 and amortization of
unearned financing costs of approximately $417,000 in connection with a
long-term debt financing arrangement. In fiscal 2001, interest expense increased
to approximately $337,000 due to increased borrowing activity and amortization
of unearned financing costs increased to approximately $2,046,000 as a full year
of amortization was incurred.

NET LOSS. The Company's net loss was approximately $11,876,000, or
$0.46 per common share, for the fiscal year ended October 31, 2001, a decrease
from the net loss of approximately $12,725,000, or $0.59 per common share, for
the fiscal year ended October 31, 2000.

LIQUIDITY AND CAPITAL RESOURCES

Net cash used in operating activities was approximately $3,986,000 in
fiscal 2002, $4,281,000 in fiscal 2001 and $2,901,000, in fiscal 2000. Cash
balances totaled approximately $312,000 as of October 31, 2002 and $295,000 as
of October 31, 2001.

Operations have been financed principally through sales of common
stock, the exercise of warrants and options to purchase common stock, the
issuance of convertible notes payable and notes payable. Net proceeds from
financing activities amounted to approximately $5,201,000 for fiscal 2002,
$5,642,000 for fiscal 2001 and $4,071,000 for fiscal 2000. Net proceeds from
convertible notes payable amounted to approximately $1,795,000 in fiscal 2002,
$615,000 in fiscal 2001 and $0 in fiscal 2000. Proceeds from the exercise of
options and warrants amounted to approximately $728,000 in fiscal 2002, $100,000
in fiscal 2001 and $165,000 in fiscal 2000. The Company received proceeds from
the sale of common stock amounting to approximately $2,224,000 in fiscal 2002,
$5,427,000 in fiscal 2001 and $3,149,000 in fiscal 2000. Notes payable were
issued amounting to approximately $700,000, $0 and $757,000 in fiscal 2002,
fiscal 2001 and fiscal 2000, respectively. Notes payable amounting to
approximately $500,000 were repaid in fiscal 2001.

Stock was issued in payment of expenses amounting to approximately
$2,459,000 in fiscal 2002, $3,559,000 in fiscal 2001 and $3,259,000 in fiscal
2000. Stock was issued in settlement of litigation in the amount of $1,000,000
during the fiscal year ended October 31, 2001.

In April 2000, we entered into a joint venture production agreement to
produce a feature length film for theatrical distribution. Under the agreement,
we are providing the funding for the production in the amount of up to
$2,250,000 and, in exchange, we will receive a 50% share in all net profits from
worldwide distribution and merchandising, after receiving funds equal to our
initial investment of up to $2,250,000. As of October 31, 2002, we had funded
approximately $2,179,000 of the production costs towards this project.

Research and development expenses totaled approximately $1,299,000 in
fiscal 2002, $839,000 in fiscal 2001 and $815,000 in fiscal 2000. During the
fiscal year ended October 31, 2002 the Company also paid approximately $825,000
in technology development fees to Adaptive Networks that were capitalized.

During the fiscal years ended October 31, 2002 and October 31, 2001, we
issued convertible notes payable totaling approximately $1,795,000 and $615,000,
respectively. We agreed to pay the principal and interest in an amount equal to
50% of the principal if certain milestones are reached from the distribution of
the feature length film currently in production. Because several of the notes
were convertible into common stock at a conversion rate lower than the market
price at the time of issuance of the notes, additional expense was recorded in
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the approximate amount of $654,000. The notes are convertible at any time, in
whole or in part, into shares of common stock at conversion prices ranging from
$0.40 to $1.00 per share. During the fiscal year ended October 31, 2002, several
convertible notes were converted into 4,497,967 shares of our common stock,
resulting in the cancellation of $2,183,626 in principal and interest that would
have been outstanding under the notes.

12

In June 2000, we entered into five long-term credit facilities,
pursuant to which we borrowed $750,000. We repaid $500,000 of these borrowings
during fiscal 2001. The remaining principal and interest at 6% per year will be
due in June 2003.

In April 2002, we entered into a license and development agreement with
Adaptive Networks, Inc. which included development services relating to our
FPGA-based prototype. We agreed to pay Adaptive an aggregate of $1,559,000 for
these services. As of October 31, 2002, the remaining balance due to Adaptive is
$734,000 under the license and development agreement.

In April 2002, in consideration of the grant of a technology license
from Adaptive Networks, Inc., we assumed certain debt obligations of Adaptive to
Zaiq Technologies, Inc. ("Zaiqg"). We then issued 3,192 shares of Series B
Preferred Stock, valued at $3,192,000, with a liquidation preference of $1,000
per share, and paid $250,000 in cash to Zaig in satisfaction of the Zaiqg debt.
We must offer to redeem all of the Series B Preferred Stock if we close a
corporate transaction resulting in a change of control or a financing
transaction of at least $15 million. If we close a financing transaction of at
least $3 million but less than $15 million, we must offer to redeem a portion of
the Series B Preferred Stock based on a fraction, the numerator of which is the
cash proceeds we receive in the financing transaction and the denominator of
which is $15 million. We are also required to offer to redeem the outstanding
Series B Preferred Stock in eight equal quarterly payments beginning March 31,
2005 and ending December 31, 2006.

In July 2002, we borrowed $500,000 from the Charles R. Cono Trust.
These borrowings are unsecured and bear interest at 10% per annum. Principal and
accrued interest are payable three days after we receive a written demand for
payment.

In December 2002, we entered into a separation agreement with Thomas
Cooper, our former President and Chief Executive Officer, terminating his
employment with the Company. Pursuant to the separation agreement, we agreed to
pay Mr. Cooper a total of $57,692 by March 31, 2003. This payment represents
salary that Mr. Cooper agreed to defer between August 1, 2002 and October 31,
2002.

Management believes funds on hand and available sources of financing
will enable us to meet our liquidity needs for at least the next three months.
However, funding for our operations has become more difficult to secure and more
expensive than in prior periods due to the current economic and stock market
climate, our recent stock price and market volatility, and general market
conditions in the semiconductor and telecommunications industries. Management is
presently taking steps to reduce monthly cash outlays through arrangements with
vendors to accept longer payment terms and reductions of recurring expenses,
when possible, including potential staff and management changes. Our management
team also agreed in August to temporarily defer a portion of executive salaries
in order to reduce monthly cash expenditures while we continue to pursue
additional financing. As of October 31, 2002, accrued management salaries
totaled approximately $184,000. However, additional cash must be raised in order
to continue to meet liquidity needs and satisfy the Company's proposed business
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plan. Management is presently investigating potential financing transactions
that it believes can provide additional cash for operations and lead to
profitability in both the short and long-term. Management also intends to
attempt to raise funds through private sales of common stock and borrowings.
Although management believes these efforts will enable us to meet liquidity
needs in the future, there can be no assurance that these efforts will be
successful.

GOING CONCERN CONSIDERATION

We have continued losses in each of our years of operation, negative
cash flow and liquidity problems. These conditions raise substantial doubt about
our ability to continue as a going concern. The accompanying consolidated
financial statements do not include any adjustments relating to the
recoverability of reported assets or liabilities should we be unable to continue
as a going concern.

We have been able to continue based upon our receipt of funds from the
issuance of equity securities and borrowings, and by acquiring assets or paying
expenses by issuing stock. Our continued existence is dependent upon our
continued ability to raise funds through the issuance of our securities or
borrowings, and our ability to acquire assets or satisfy liabilities by the
issuance of stock. Management's plans in this regard are to obtain other debt
and equity financing until profitable operation and positive cash flow are
achieved and maintained. Although management believes, based on the fact that it
raised approximately $10,800,000 through sales of common stock and $3,867,000
from borrowings from November 1, 1999 through October 31, 2002, that it will be
able to secure suitable additional financing for the company's operations, there
can be no guarantee that such financing will continue to be available on
reasonable terms, or at all.

13
IMPACT OF RECENTLY ISSUED ACCOUNTING STANDARDS

In July 2001, the Financial Accounting Standards Board ("FASB") issued
Statement of Financial Accounting Standards No. 142 ("SFAS No. 142"), "Goodwill
and Other Intangible Assets," which is effective for fiscal years beginning
after December 15, 2001. Certain provisions shall also be applied to
acquisitions initiated subsequent to June 30, 2001. SFAS 142 supercedes APB
Opinion No. 17, "Intangible Assets," and requires, among other things, the
discontinuance of amortization related to goodwill and indefinite lived
intangible assets. These assets will then be subject to an impairment test at
least annually. Adoption of SFAS No. 142, which occurred November 1, 2001 did
not have material effect on the Company's financial position or results of
operations.

In October 2001, the FASB issued Statement of Financial Accounting

Standards No. 144 ("SFAS 144"), "Accounting for the Impairment or Disposal of
Long-Lived Assets," which supercedes Statement of Financial Accounting Standards
No. 121 ("SFAS 121"), "Accounting for the Impairment of Long-Lived Assets and

for Long-Lived Assets to be Disposed Of" and certain provisions of APB Opinion
No. 30, "Reporting Results of Operations - Reporting the Effects of Disposal of
a Segment of a Business and Extraordinary, Unusual and Infrequently Occurring
Events and Transactions." SFAS 144 requires that long-lived assets to be
disposed of by sale, including discontinued operations, be measured at the lower
of carrying amount or fair value, less cost to sell, whether reported in
continuing operations or in discontinued operations. SFAS 144 also broadens the
reporting requirements of discontinued operations to include all components of
an entity that have operations and cash flows that can be clearly distinguished,
operationally and for financial reporting purposes, from the rest of the entity.
The provisions of SFAS 144 are effective for fiscal years beginning after
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December 15, 2001. Adoption of SFAS No. 144, which occurred November 1, 2001 did
not have a material effect on the Company's financial position or results of
operations.

In April 2002, the Financial Accounting Standards Board ("FASB") issued
SFAS No. 145, "Rescission of SFAS Statement No. 4, 44 and 64, Amendment of FASB
Statement No. 13, and Technical Corrections". SFAS No. 145 requires that gains
and losses from extinguishment of debt be classified as extraordinary items only
if they meet the criteria in Accounting Principles Board Opinion No. 30
("Opinion No. 30"). Applying the provisions of Opinion No. 30 will distinguish
transactions that are part of an entity's recurring operations from those that
are unusual and infrequent that meet the criteria for classification as an
extraordinary item. The Company is required to adopt SFAS No. 145 no later than
the first quarter of fiscal 2003, although early adoption is allowed. The
Company has not yet evaluated the impact from SFAS No. 145 on its financial
position and results of operations.

In June 2002, the FASB issued SFAS No. 146, "Accounting for Costs
Associated with Exit or Disposal Activities." SFAS No. 146 addresses accounting
and reporting for costs associated with exit or disposal activities and
nullifies Emerging Issues Task Force Issue No. 94-3, Liability Recognition for
Certain Employee Termination Benefits and Other Costs to Exit an Activity
(Including Certain Costs Incurred in a Restructuring.)" SFAS No. 146 requires
that a liability for a cost associated with an exit or disposal activity be
recognized and measured initially at fair value when the liability is incurred.
SFAS No. 146 is effective for exit or disposal activities that are initiated
after December 31, 2002, with early application encouraged. The Company does not
expect the adoption of this statement to have a material effect on its financial
statements.

On December 31, 2002, the SFAS No. 148, Accounting for Stock-Based
Compensation - Transition and Disclosure. Statement 148 amends SFAS Statement
No. 123, Accounting for Stock-Based Compensation, to provide alternative methods
of transition to SFAS No. 123's fair value method of accounting for stock-based
employee compensation. Statement 148 also amends the disclosure provisions of
SFAS No. 123 and APB Opinion No. 28, Interim Financial Reporting, to require
disclosure in the summary of significant accounting policies of the effects of
an entity's accounting policy with respect to stock-based employee compensation
on reported net income and earnings per share in annual and interim financial
statements. While the statement does not amend SFAS No. 123 to require companies
to account for employee stock options using the fair value method, the
disclosure provisions of SFAS 148 are applicable to all companies with
stock-based employee compensation, regardless of whether they account for that
compensation using the fair value method of SFAS No. 123, or the intrinsic value
method of APB Opinion 25. The Company will continue to account for stock-based
compensation according to APB 25, while its adoption of SFAS No. 148 requires
the Company to provide prominent disclosures about the effect of SFAS No. 123 on
reported income and will require the Company to disclose these effects in the
interim financial statements as well.

In November 2002, the FASB issued Interpretation No. 45, Guarantor's
Accounting and Disclosure Requirements for Guarantees, Including Indirect
Guarantees of Indebtedness of Others ("FIN 45"). FIN 45 requires a company, at
the time it issues a guarantee, to recognize an initial liability for the fair
value of obligations assumed under the guarantee and elaborates on existing
disclosure requirements related to guarantees and warranties. The initial
recognition requirements of FIN 45 are effective for guarantees issued or
modified after December 31, 2002 and adoption of the disclosure requirements are
effective for the Company during the first quarter ending January 31, 2003. The
Company does not expect the adoption of FIN 45 will have a significant impact on
its consolidated financial position or results of operations.
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In January 2003, the FASB issued FASB Interpretation No. 46 ("FIN 46"),
"Consolidation of Variable Interest Entities, an Interpretation of APB No. 51."
FIN 46 requires certain variable interest entities to be consolidated by the
primary beneficiary of the entity if the equity investors in the entity do not
have the characteristics of a controlling financial interest or do not have
sufficient equity at risk for the entity to finance its activities without
additional subordinated financial support from other parties. FIN 46 is
effective for all new variable interest entities created or acquired after
January 31, 2003. For variable interest entities created or acquired prior to

February 1, 2003, the provisions of FIN 46 must be applied for the first interim

or annual period beginning after June 15, 2003. The Company is currently
evaluating the effect that the adoption of FIN 46 will have on its results of
operations and financial condition.

RISKS ASSOCIATED WITH OUR BUSINESS

THE GENERAL ECONOMIC SLOWDOWN, AND SLOWDOWN IN SPENDING IN THE
TELECOMMUNICATIONS INDUSTRY SPECIFICALLY, MAY ADVERSELY AFFECT OUR BUSINESS AND
OPERATING RESULTS.

The worldwide telecommunications industry has experienced and may
continue to experience further reductions in component inventory levels and
equipment production volumes and delays in the build-out of new infrastructure.
This slowdown has resulted in a decrease in spending on data equipment by
service providers and lower-than-expected sales volume for data equipment
manufacturers. If any of these trends continue, it could result in lower than
expected demand for our products under development and could have a material
adverse effect on our revenues and results of operations generally and cause the
market price of our common stock to decline.

OUR OPERATING RESULTS MAY VARY SIGNIFICANTLY DUE TO THE CYCLICALITY OF THE
SEMICONDUCTOR INDUSTRY. ANY SUCH VARIATIONS COULD ADVERSELY AFFECT THE MARKET
PRICE OF OUR COMMON STOCK.

We operate in the semiconductor industry, which is cyclical and subject
to rapid technological change. Recently, the semiconductor industry has
experienced significant downturns characterized by diminished product demand,
accelerated erosion of prices and excess production capacity. The current
downturn and future downturns in the semiconductor industry may be severe and
prolonged. Future downturns in the semiconductor industry, or any failure of
this industry to fully recover from its recent downturn, could seriously impact
our revenues and harm our business, financial condition and results of
operations. This industry also periodically experiences increased demand and
production capacity constraints, which may affect our ability to ship products
in future periods. Accordingly, our quarterly results may vary significantly as
a result of the general conditions in the semiconductor industry, which could
cause our stock price to decline.

BECAUSE WE HAVE NOT YET BEGUN TO SELL OUR PRODUCTS, WE CANNOT BE SURE THAT WE
CAN SUCCESSFULLY IMPLEMENT OUR BUSINESS STRATEGY.

We have not yet begun to sell the products we are developing, and
therefore have not generated any revenues from our fabless semiconductor
business. As a result, we have no historical financial data that can be used in
evaluating our business prospects and in projecting future operating results.
For example, we cannot forecast operating expenses based on our historical
results, and we are instead required to forecast expenses based in part on
future revenue projections. In addition, our ability to accurately forecast our
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revenue going forward is limited.

You must consider our prospects in light of the risks, expenses and
difficulties we might encounter because we are at an early stage of development
in a new and rapidly evolving market. Many of these risks are described under
the sub-headings below. We may not successfully address any or all of these
risks and our business strategy may not be successful.

WE HAVE A HISTORY OF LOSSES AND AN ACCUMULATED DEFICIT.

Since inception, we have incurred significant operating losses. We
incurred operating losses of $7,313,472, $9,492,584 and $12,289,669 for the
years ended October 31, 2002, 2001 and 2000, respectively. As of October 31,
2002, we had an accumulated deficit of $46,368,387. We cannot assure you that we
will achieve or sustain profitability or that our operating losses will not
increase in the future. If we do achieve profitability, we cannot be certain
that we can sustain or increase profitability on a quarterly or annual basis in
the future. We expect to expend substantial financial resources on research and
development, engineering, manufacturing, marketing, sales and administration as
we continue to develop and begin to deploy our products. These expenditures will
necessarily precede the realization of substantial revenues from sales of our
products, which may result in future operating losses.
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WE WILL NEED ADDITIONAL CAPITAL FINANCING IN THE FUTURE.

We anticipate that our available sources of financing will be
sufficient to fund our current level of operations and capital requirements for
at least the next three months. Thereafter, implementation of our business plan,
or acceleration of such implementation, is likely to require funds not currently
available to us. We also may be required to seek additional financing in the
future to respond to increased expenses or shortfalls in anticipated revenues,
accelerate product development and deployment, respond to competitive pressures,
develop new or enhanced products, or take advantage of unanticipated acquisition
opportunities. We cannot be certain we will be able to find such additional
financing on reasonable terms, or at all. If we are unable to obtain additional
financing when needed, we could be required to modify our business plan in
accordance with the extent of available financing. We also may not be able to
accelerate the development and deployment of our products, respond to
competitive pressures, develop or enhance our products or take advantage of
unanticipated acquisition opportunities.

BECAUSE WE WILL DEPEND ON THIRD PARTIES TO MANUFACTURE, ASSEMBLE AND TEST OUR
PRODUCTS, WE MAY EXPERIENCE DELAYS IN RECEIVING SEMICONDUCTOR DEVICES.

We do not own or operate a semiconductor fabrication facility. Rather,
our semiconductor devices will be manufactured at independent foundries. We
intend to rely solely on third-party foundries and other specialist suppliers
for all of our manufacturing, assembly and testing requirements. However, these
parties may not be obligated to supply products to us for any specific period,
in any specific quantity or at any specific price, except as may be provided in
a particular purchase order that has been accepted by one of them. As a result,
we will not directly control semiconductor delivery schedules, which could lead
to product shortages, poor quality and increases in the costs of our products.
In addition, we may experience delays in receiving semiconductor devices from
foundries due to foundry scheduling and process problems. We cannot be sure that
we will be able to obtain semiconductors within the time frames and in the
volumes required by us at an affordable cost or at all. Any disruption in the
availability of semiconductors or any problems associated with the delivery,
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quality or cost of the fabrication assembly and testing of our products could
significantly hinder our ability to deliver our products to our customers and
may result in a decrease in sales of our products.

WE MAY INCUR SUBSTANTIAL EXPENSES DEVELOPING PRODUCTS BEFORE WE EARN ASSOCIATED
NET REVENUES AND MAY NOT ULTIMATELY SELL A LARGE VOLUME OF OUR PRODUCTS.

We are developing products based on forecasts of demand and will incur
substantial product development expenditures prior to generating associated net
revenues. We will receive limited orders for products during the period that
potential customers test and evaluate our products. This test and evaluation
period typically lasts from three to six months or longer, and volume production
of the equipment manufacturer's product that incorporates our products typically
would not begin until this test and evaluation period has been completed. As a
result, a significant period of time may lapse between our product development
and sales efforts and the realization of revenues from volume ordering of
products by customers. In addition, achieving a design win with a customer does
not necessarily mean that this customer will order large volumes of our
products. A design win is not a binding commitment by a customer to purchase
products. Rather, it is a decision by a customer to use our products in the
design process of that customer's products. A customer can choose at any time to
discontinue using our products in that customer's designs or product development
efforts. Even if our products are chosen to be incorporated into a customer's
products, we may still not realize significant net revenues from that customer
if that customer's products are not commercially successful.

WE MAY BE UNABLE TO ADEQUATELY PROTECT OUR PROPRIETARY RIGHTS OR MAY BE SUED BY
THIRD PARTIES FOR INFRINGEMENT OF THEIR PROPRIETARY RIGHTS.

Our success depends significantly on our ability to obtain and maintain
patent, trademark and copyright protection for our intellectual property, to
preserve our trade secrets and to operate without infringing the proprietary
rights of third parties. If we are not adequately protected, our competitors
could use the intellectual property that we have developed to enhance their
products and services, which could harm our business.

We will rely on patent protection, as well as a combination of
copyright and trademark laws, trade secrets, confidentiality provisions and
other contractual provisions, to protect our proprietary rights, but these legal
means afford only limited protection. Despite any measures taken to protect our
intellectual property, unauthorized parties may attempt to copy aspects of our
products or to obtain and use information that we regard as proprietary. In
addition, the laws of some foreign countries may not protect our proprietary
rights as fully as do the laws of the United States. If we litigated to enforce
our rights, it would be expensive, divert management resources and may not be
adequate to protect our intellectual property rights.
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The telecommunications industry is characterized by the existence of a
large number of patents and frequent litigation based on allegations of trade
secret, copyright or patent infringement. We may inadvertently infringe a patent
of which we are unaware. In addition, because patent applications can take many
years to issue, there may be a patent application now pending of which we are
unaware that will cause us to be infringing when it is issued in the future.
Although we are not currently involved in any intellectual property litigation,
we may be a party to litigation in the future to protect our intellectual
property or as a result of our alleged infringement of another's intellectual
property, forcing us to do one or more of the following:

o Cease selling, incorporating or using products or services
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that incorporate the challenged intellectual property;

o Obtain from the holder of the infringed intellectual property
right a license to sell or use the relevant technology, which
license may not be available on reasonable terms; or

o Redesign those products or services that incorporate such
technology.

A successful claim of infringement against us, and our failure to
license the same or similar technology, could adversely effect our business,
asset value or stock value. Infringement claims, with or without merit, would be
expensive to litigate or settle, and would divert management resources.

OUR MARKET IS HIGHLY COMPETITIVE AND OUR PRODUCTS, TECHNOLOGY AND BUSINESS MAY
NOT BE ABLE TO COMPETE EFFECTIVELY WITH OTHER PRODUCTS OR TECHNOLOGIES.

The markets for semiconductors and other high-speed telecommunications
products are highly competitive, and we expect that they will become
increasingly competitive in the future. Our potential competitors operate their
own fabrication facilities, have longer operating histories and possess
substantially greater name recognition, financial, sales and marketing,
manufacturing, technical, personnel, and other resources than we have. As a
result, these competitors may be able to adapt more quickly to new or emerging
technologies and changes in customer requirements. They may also be able to
devote greater resources to the promotion and sale of their products. We will
compete with numerous companies with well-established reputations in the
broadband telecommunications industry, such as GlobespanVirata, Alcatel,
PMC-Sierra, Texas Instruments, Infineon Technologies, Motorola and Broadcom. In
all of our target markets, we also may face competition from newly established
competitors, suppliers of products based on new or emerging technologies, and
customers who choose to develop their own silicon solutions. We also expect to
encounter further consolidation in markets in which we compete. Although we
believe we will be able to compete based on the special features of our
products, our products will incorporate new concepts and may not be successful
even 1f they are superior to those of our competitors.

In addition to facing competition from the above-mentioned suppliers,
our products will compete with products using other broadband technologies, such
as cable modems, wireless, satellite and fiber optic telecommunications
technology. Commercial acceptance of any one of these competing solutions, or
new technologies, could decrease demand for our products. We cannot assure you
that we will be able to compete successfully or that competitive pressures will
not materially and adversely affect our business, financial condition and
results of operations.

WE MUST KEEP PACE WITH RAPID TECHNOLOGICAL CHANGES IN THE SEMICONDUCTOR INDUSTRY
AND BROADBAND COMMUNICATIONS MARKET IN ORDER TO REMAIN COMPETITIVE.

Our future success will depend on our ability to anticipate and adapt
to changes in technology and industry standards. We will also need to develop
and introduce new and enhanced products to meet our customers' changing demands.
The semiconductor industry and broadband communications market are characterized
by rapidly changing technology, evolving industry standards, frequent new
product introductions and short product life cycles. In addition, this industry
and market continues to undergo rapid growth and consolidation. A continued
slowdown in the semiconductor industry or other broadband communications markets
could materially and adversely affect our business, financial condition and
results of operations. Our success will also depend on the ability of our future
customers to develop new products and enhance existing products for the
broadband communications markets and to introduce and promote those products
successfully. The broadband communications markets may not continue to develop
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to the extent or in the timeframes that we anticipate. If new markets do not
develop as we anticipate, or if upon their deployment our products do not gain
widespread acceptance in these markets, our business, financial condition and
results of operations could be materially and adversely affected.
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BECAUSE OUR BUSINESS IS DEPENDENT UPON THE BROAD DEPLOYMENT OF DATA SERVICES BY
TELECOMMUNICATIONS SERVICE PROVIDERS, WE MAY NOT BE ABLE TO GENERATE SUBSTANTIAL
SALES OF OUR PRODUCTS IF SUCH DEPLOYMENT DOES NOT OCCUR.

Our products will be incorporated in equipment that is targeted at
end-users of data services offered by wireline telecommunications carriers.
Consequently, the success of our products depends upon the decision by
telecommunications service providers to broadly deploy data technologies and the
timing of such deployment. If service providers do not offer data services on a
timely basis, or if there are technical difficulties with the deployment of
these services, sales of our products would be adversely affected, which would
have a negative effect on our results of operations. Factors that may impact
data deployment include:

o a prolonged approval process, including laboratory tests,
technical trials, marketing trials, initial commercial
deployment and full commercial deployment;

o the development of a viable business model for data services,
including the capability to market, sell, install and maintain
data services;

o cost constraints, such as installation costs and space and
power requirements at the telecommunications service
provider's central office;

o evolving industry standards; and
o government regulation.

THE COMPLEXITY OF OUR PRODUCTS COULD RESULT IN UNFORESEEN DELAYS OR EXPENSE AND
IN UNDETECTED DEFECTS, WHICH COULD ADVERSELY AFFECT THE MARKET ACCEPTANCE OF NEW
PRODUCTS AND DAMAGE OUR REPUTATION WITH PROSPECTIVE CUSTOMERS.

Highly complex products such as the semiconductors that we will offer
frequently contain defects and bugs when they are first introduced or as new
versions are released. If our products contain defects, or have reliability,
quality or compatibility problems, our reputation may be damaged and customers
may be reluctant to buy our semiconductors, which could materially and adversely
affect our ability to retain existing customers or attract new customers. In
addition, these defects could interrupt or delay sales to our customers. In
order to alleviate these problems, we may have to invest significant capital and
other resources. Although our products will be tested by our suppliers, our
customers and ourselves, it is possible that these tests will fail to uncover
defects. If any of these problems are not found until after we have commenced
commercial production of our products, we may be required to incur additional
development costs and product recall, repair or replacement costs. These
problems may also result in claims against us by our customers or others. In
addition, these problems may divert our technical and other resources from other
development efforts. Moreover, we would likely lose, or experience a delay in,
market acceptance of the affected product, and we could lose credibility with
our prospective customers.

IF LEADING EQUIPMENT MANUFACTURERS DO NOT INCORPORATE OUR PRODUCTS INTO
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SUCCESSFUL PRODUCTS, SALES OF OUR PRODUCTS WILL SIGNIFICANTLY DECLINE.

Our products will not be sold directly to the end-user; rather, they
will be components of other products. As a result, we must rely upon equipment
manufacturers to design our products into their equipment. We must further rely
on this equipment to be successful. If equipment that incorporates our products
is not accepted in the marketplace, we may not achieve adequate sales volume of
products, which would have a negative effect on our results of operations.
Accordingly, we must correctly anticipate the price, performance and
functionality requirements of these data equipment manufacturers. We must also
successfully develop products that meet these requirements and make such
products available on a timely basis and in sufficient quantities. Further, if
there is consolidation in the data equipment manufacturing industry, or if a
small number of data equipment manufacturers otherwise dominate the market for
data equipment, then our success will depend upon our ability to establish and
maintain relationships with these market leaders. If we do not anticipate trends
in the market for products enabling the digital transmission of data, voice and
video to homes and business enterprises over existing copper wire telephone
lines and meet the requirements of equipment manufacturers, or if we do not
successfully establish and maintain relationships with leading data equipment
manufacturers, then our business, financial condition and results of operations
will be seriously harmed.
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WE CANNOT PREDICT THE EFFECT FUTURE SALES OF OUR COMMON STOCK WILL HAVE ON THE
MARKET PRICE OF OUR COMMON STOCK.

We cannot predict the effect, if any, that future sales of our common
stock will have on the market price of our common stock prevailing from time to
time. Sales of substantial amounts of common stock or the perception that such
sales could occur may adversely affect prevailing market prices for our common
stock.

OUR STOCK PRICE MAY BE VOLATILE.

The market price of our common stock will likely fluctuate
significantly in response to the following factors, some of which are beyond our
control:

o Variations in our quarterly operating results;

o Changes in financial estimates of our revenues and operating
results by securities analysts;

o Changes in market valuations of telecommunications equipment
companies;
o Announcements by us of significant contracts, acquisitions,

strategic partnerships, joint ventures or capital commitments;

o Additions or departures of key personnel;
o Future sales of our common stock;
o Stock market price and volume fluctuations attributable to

inconsistent trading volume levels of our stock;
o Commencement of or involvement in litigation; and

o Announcements by us or our competitors of technological
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innovations or new products.

In addition, the equity markets have experienced volatility that has
particularly effected the market prices of equity securities issued by high
technology companies and that often has been unrelated or disproportionate to
the operating results of those companies. These broad market fluctuations may
adversely effect the market price of our common stock.

WE DO NOT ANTICIPATE PAYING ANY DIVIDENDS ON OUR COMMON STOCK.

We have not paid any dividends on our common stock since our inception
and do not anticipate paying any dividends on our common stock in the
foreseeable future. Instead, we intend to retain any future earnings for use in
the operation and expansion of our business.

BECAUSE WE ARE SUBJECT TO SEC REGULATIONS RELATING TO LOW-PRICED STOCKS, THE
MARKET FOR OUR COMMON STOCK COULD BE ADVERSELY EFFECTED.

The Securities and Exchange Commission has adopted regulations
concerning low-priced (or "penny") stocks. The regulations generally define
"penny stock" to be any equity security that has a market price less than $5.00
per share, subject to certain exceptions. If our shares continue to be offered
at a market price less than $5.00 per share, and do not qualify for any
exemption from the penny stock regulations, our shares will continue to be
subject to these additional regulations relating to low-priced stocks.

The penny stock regulations require that broker-dealers who recommend
penny stocks to persons other than institutional accredited investors make a
special suitability determination for the purchaser, receive the purchaser's
written agreement to the transaction prior to the sale and provide the purchaser
with risk disclosure documents that identify risks associated with investing in
penny stocks. Furthermore, the broker-dealer must obtain a signed and dated
acknowledgment from the purchaser demonstrating that the purchaser has actually
received the required risk disclosure document before effecting a transaction in
penny stock. These requirements have historically resulted in reducing the level
of trading activity in securities that become subject to the penny stock rules.
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The additional burdens imposed upon broker-dealers by these penny stock
requirements may discourage broker-dealers from effecting transactions in the
common stock, which could severely limit the market liquidity of our common
stock and our shareholders' ability to sell our common stock in the secondary
market.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

We do not currently have any indebtedness or income from foreign
sources that would subject us to market risk. We do not engage in commodity
futures trading or hedging activities and do not participate in derivative
financial instrument transactions for trading or other speculative purposes. In
addition, we do not engage in interest rate swap transactions that could expose
us to market risk. However, to the extent that changes in interest rates and
currency exchange rates affect general economic conditions, we may be affected
by such changes.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA.
Our audited Consolidated Balance Sheets as of October 31, 2002 and 2001

and the related consolidated statements of operations, stockholders' equity
(deficiency) and cash flows for the years ended October 31, 2002, 2001 and 2000
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are included in this Annual Report on Form 10-K.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE.

None.
PART III
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT.

Incorporated by reference our definitive proxy statement for our 2003
annual meeting of shareholders (the "2003 Proxy Statement").

ITEM 11. EXECUTIVE COMPENSATION.
Incorporated by reference to our 2003 Proxy Statement.
ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT.
Incorporated by reference to our 2003 Proxy Statement.
ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS.
Incorporated by reference to our 2003 Proxy Statement.
ITEM 14. CONTROLS AND PROCEDURES.
Incorporated by reference to our 2003 Proxy Statement.
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PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K.

1. Index to Financial Statements and financial statement schedules, filed
as part of this report:

INDEPENDENT AUDITORS' REPORT F-1

CONSOLIDATED BALANCE SHEETS
At October 31, 2002 and 2001 F-2

CONSOLIDATED STATEMENTS OF OPERATIONS
For the Years Ended October 31, 2002, 2001 and 2000
For the Period from November 1, 1999 to October 31, 2002 F-3

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY (DEFICIENCY)
For the Years Ended October 31, 2000, 2001 and 2002 F-4 to F-11

CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Years Ended October 31, 2002, 2001 and 2000
For the Period from November 1, 1999 to October 31, 2002 F-12 to F-13

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS F-14 to F-46
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2. None.

3. The management contracts or compensatory plans or arrangements are
followed an asterisk (*) in the list of Exhibits found in part (c) of
this Item 15.

(b) Reports on Form 8-K

Form 8-K/A dated September 6, 2002, was filed pursuant to Item 4
(Changes in Registrant's Certifying Accountant)

Form 8-K dated October 31, 2002, was filed pursuant to Item 5 (Other
Events and Regulation FD Disclosure)

(c) Exhibits.
3.1 Articles of Amendment to the Articles of Incorporation of New Visual
Entertainment, Inc. (incorporated by reference to Exhibit 3.1 of the

Company's Report on Form 10-Q for the period ended July 31, 2001).

3.2 Restated Articles of Incorporation (incorporated by reference to
Exhibit 3.1 of the Company's Annual Report on Form 10-KSB/A for the
fiscal year ended October 31, 1999 (the "1999 10-KSB/A")).

3.3 Certificate of Designation of Series A Preferred Stock (incorporated by
reference to Exhibit A of Exhibit 4.1 of the Company's Registration
Statement on Form 8-A, filed with the Commission on August 10, 2000).

3.4 Certificate of Designation of Series B Preferred Stock (incorporated by
reference to Exhibit 3.1 of the Company's Quarterly Report on Form 10-Q
for the period ended April 30, 2002 (the "April 2002 10-Q"))

3.5 Bylaws of New Visual Corporation, as amended (incorporated by reference
to Exhibit 3.1 of the Company's Quarterly Report on Form 10-Q for the
period ended January 31, 2002 (the "January 2002 10-Q")).
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4.1 Specimen Stock Certificate (incorporated by reference to Exhibit 3.1 of
the 1999 10-KSB/A.
4.2 Rights Agreement by and between New Visual Entertainment, Inc. and

First Union National Bank, dated August 9, 2000 (incorporated by
reference to Exhibit 4.2 of the 1999 10-KSB/A).

10.1 Agreement to Produce Film, dated April 9, 2000 between New Visual
Entertainment, Inc., Bruce Brown, Dana Brown and John-Paul Beeghly
(incorporated by reference to Exhibit 10.2 of the Company's Annual
Report on Form 10-KSB for the period ended October 31, 2000 (the "2000
10-KSB")) .*

10.2 2000 Omnibus Securities Plan of New Visual Entertainment, Inc.
(incorporated by reference to Appendix A of the Company's definitive

Proxy Statement filed with the Commission on May 2, 2000).~*

10.3 Form of Credit Agreement dated June 29, 2000 by the Company and each of
the following trusts: Epics Events Trust, Ltd.; Exodus Systems Trust,
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Ltd.; Prospect Development Trust, Ltd.; Pearl Street Investments Trust,
Ltd.; and Riviera Bay Holdings Trust, Ltd. (incorporated by reference
to Exhibit 10.3 of the Company's Report on Form 10-Q for the period
ended July 31, 2000 (the "July 2000 10-QSB")).

Form of Amendment to Credit Agreement dated November 13, 2000 by New
Visual Entertainment Inc. and each of the following trusts: Epics
Events Trust, Ltd.; Exodus Systems Trust, Ltd.; Prospect Development
Trust, Ltd.; Pearl Street Investments Trust, Ltd.; and Riviera Bay
Holdings Trust, Ltd. (incorporated by reference to Exhibit 10.9 of the
2000 10-KSB) .

Consulting Agreement dated as of March 6, 2001, by and between New
Visual Entertainment, Inc. and Strategica Services Corporation
(incorporated by reference to Exhibit 10.9 of the Company's Annual
Report for the fiscal year ended October 31, 2001 (the "2001 10-K")).

Consulting Agreement dated as of May 1, 2001, by and between New Visual
Entertainment, Inc. and Advisor Associates Inc. (incorporated by
reference to Exhibit 10.1 of the Company's Report on Form 10-Q for the
period ended April 30, 2001).

Office Building Lease dated May 4, 2001, by and between Valley Park
Associates LLC and New Wheel Technology, Inc., a subsidiary of New
Visual Entertainment, Inc. (incorporated by reference to Exhibit 10.11
of the 2001 10-K).

2001 Stock Incentive Plan for New Visual Corporation (incorporated by
reference to Exhibit 4.1 of the Company's Registration Statement on
Form S-8 (No. 333-68716), as filed with the Commission on August 30,
2001) .*

Consulting Agreement dated August 30, 2001, by and between New Visual
Corporation and Jack Burstein (incorporated by reference to Exhibit
10.13 of the 2001 10-K).

Stock Option Agreement dated August 30, 2001, by and between New Visual
Corporation and Jack Burstein (incorporated by reference to Exhibit
10.14 of the 2001 10-K).

Promissory Note dated September 6, 2001 by John Howell in favor of New
Visual Corporation (incorporated by reference to Exhibit 10.15 of the
2001 10-K).*

First Amendment to Office Building Lease dated September 12, 2001, by
and between Valley Park Associates, LLC and New Wheel Technology, Inc.,
a subsidiary of New Visual Entertainment, Inc. (incorporated by
reference to Exhibit 10.16 of the 2001 10-K).

Technology Planning and Assistance Agreement dated September 28, 2001,
by and between New Visual Corporation and Adaptive Networks, Inc.
(incorporated by reference to Exhibit 10.17 of the 2001 10-K).

Convertible Promissory Note dated October 10, 2001 by New Visual
Corporation in favor of Nellie Streeter Crane, Ltd. (incorporated by
reference to Exhibit 10.18 of the 2001 10-K).
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Warrant Certificate, issued to Advisor Associates, Inc. in October
2001. (1)
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Convertible Promissory Note dated October 15, 2001 by New Visual
Corporation in favor of Quail Run Trust Limited (incorporated by
reference to Exhibit 10.19 of the 2001 10-K).

Convertible Promissory Note dated October 23, 2001 by New Visual
Corporation in favor of Charles R. Cono (incorporated by reference to
Exhibit 10.20 of the 2001 10-K).

Convertible Promissory Note dated December 14, 2001 by New Visual
Corporation in favor of the Gerald and Judith Handler Living Trust
(incorporated by reference to Exhibit 10.21 of the 2001 10-K).

Convertible Promissory Note dated December 14, 2001 by New Visual
Corporation in favor of W.P. Lill, Jr. Trust dated 12/22/99
(incorporated by reference to Exhibit 10.22 of the 2001 10-K).

Convertible Promissory Note dated December 14, 2001 by New Visual
Corporation in favor of the Handler Children Trust (incorporated by
reference to Exhibit 10.23 of the 2001 10-K).

Employment Agreement dated as of January 1, 2002 by and between New
Visual Corporation and John Howell (incorporated by reference to
Exhibit 10.24 of the 2001 10-K).*

Promissory Note dated as of January 1, 2002, by John Howell in favor of
New Visual Corporation (incorporated by reference to Exhibit 10.25 of
th